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Highlights 


Expanding and, in general, highly successful exploratory 
activity underscored United Canso’s progress during 
fiscal 1977. The Company’s drilling program during the 
year consisted of 52 wells, resulting in a number of im- 
portant discoveries, particularly in northwestern Alberta. 
A major new area of activity for the Company centers on 
the West Pembina area of central Alberta, where United 
Canso and partners were successful in acquiring a signifi- 
cant acreage position on which initial drilling is under 
way. Development drilling is progressing on Company- 
interest acreage in the Gulf of Mexico, from which gas 
production is projected late in 1978 or early 1979. Else- 
where, exploration programs are being mapped ina 
number of foreign areas including offshore Spain. The 
Company, in addition, continues to participate actively in 
minerals exploration. Overall, fiscal 1978 holds promise of 
continued strong growth in all areas of Company activity. 
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To the Shareholders: 


The year under review and the quarter immediately 
following our corporate year end represented very 
significant periods in many respects for United Canso 
Oil & Gas Ltd. 

Though the Company sustained a net loss for the 
fiscal year ended September 30, 1977, record rev- 
enues were realized from operations. In addition, our 
exploration program received greater emphasis, 
both domestically and abroad, and is expected to 
lead to substantial corporate growth in the near term. 

United Canso participated in drilling 35 wells in 
Canada during fiscal 1977, together with 13 ventures 
in the United States, and four wildcats in other for- 
eign countries. Geophysical programs were carried 
out ina number of localities in Canada and the 
United States, and the results of these programs are 
expected to yield a number of high-quality prospects 
for drilling in fiscal 1978. 

In addition to petroleum exploration, the Company was active in minerals exploration in the 
provinces of Ontario and Quebec in Canada, and several opportunities were examined in 
other countries. 

Our principal successes this past year were recorded in northwestern Alberta, where a num- 
ber of wildcat wells discovered gas. Though markets are not immediately available, recent 
discussions between Canadian and United States officials are expected to lead to expansion of 
Canada’s gas exports to the United States. As a consequence, most of Canada’s shut-in gas re- 
serves, including your Company’s, can be expected to be placed on production in the relatively 
near term. 

Drilling in Wyoming and Texas resulted in material additions to our oil reserves in both states, 
and contributed significant revenue to the Company. During the year, a drilling and produc- 
tion platform was set on West Cameron Block 540 in the Louisiana offshore sector of the 
Gulf of Mexico. Development drilling on the block commenced in November 1977, and 
gas is expected to be produced late in 1978 or early in 1979. The Company owns a nine-per- 
cent working interest in Block 540. 

Higher oil and gas prices, combined with improved production on United States properties, 
raised fiscal 1977 revenues four percent to $9,536,281, compared with $9,186,051 for the prior 
year. Increased costs and expenses, resulting from our more aggressive exploration posture, 
caused the Company to sustain a net loss on the year of $456,567, equal to $.08 per share. 
However, the Company’s revenues from oil and gas sales and royalties reached a record level 
of $6,338,086, up 23 percent from the prior year. Interest income, on the other hand, declined 
during fiscal 1977 asa result of lower interest rates and the increased investment of funds in 
exploration properties and ventures. 

United Canso’s financial condition at September 30, 1977, continued strong with current 
assets to current liabilities in a ratio of 25:1. Cash and marketable securities and interest receiv- 
able totaled $43,988,895. Stockholders’ equity at the fiscal year end was equal to $10.46 
per share. 

In late September 1977, Alberta’s Energy Minister made a statement to the media that a 
major oil discovery had been made in Alberta. Though no specific locality was mentioned, 
knowledgeable people quickly concluded the remark was in reference to a Devonian light- 


gravity oil discovery which had been reported in the West Pembina area of central Alberta 
earlier that year. Since September, the West Pembina area has been the site of extensive geo- 
physical investigations and hectic drilling, which has confirmed the first major oil play in this 
province for a decade. Land prices have escalated to record levels, as both experienced oper- 
ators and newcomers to the area have scrambled to secure leases in this exciting new play. 

United Canso, in partnership with others, has been successful in acquiring a significant acre- 
age position on the main discovery trend on the basis of geophysical investigations carried out 
during the autumn of 1977. Drilling has commenced on one of the prospects directly offset- 
ting a recently announced oil discovery. Further drilling is planned on other tracts held in the 
region after seismic investigations are complete. Your Company’s management is quite hopeful 
that our exploration initiatives in this important region will be met with success. Certainly, the 
consequences of discovery would be far-reaching. 

Though our foreign exploration during fiscal 1977 did not result in any discoveries, the 
Company’s directors believe exposure to significant oil and gas plays in selected foreign coun- 
tries holds considerable potential for future profit. With this in mind, a continuing program is 
scheduled for a number of areas including offshore Spain. 

The Company recently was successful in acquiring an interest in a 90,000-acre permit in off- 
shore Spanish waters in the Mediterranean Sea, which is in addition to a 55,000-acre permit in 
the same vicinity acquired in fiscal 1977. Well located, in relatively shallow waters, and in the 
general area of several recent and significant oil discoveries, the prospectiveness of these per- 
mits is highly regarded by both Company technicians and our geological consultants. The two 
permits, which are subject to final Spanish Government approval, are in the general area of 
the Amposta, Castellon, Montazano, Salou, and Casablanca oil fields. The Amposta field was 
discovered in 1971, whereas the remaining fields represent more recent discoveries. Drilling is 
expected to commence on one of these Company-interest blocks late in the current fiscal year. 

United Canso also plans a comprehensive exploration program this year in the more estab- 
lished areas of the Western Canada Sedimentary Basin, as well as in the United States. In man- 
agement’s view, fiscal 1978 promises to be one of the more exciting periods in our corporate 
history. 

The State of Florida has joined with our 10-percent-owned Coastal Petroleum Company in 
lawsuits against seven corporate defendants charging wrongful removal of phosphate and 
uranium from Coastal’s State-owned Florida leases. Coastal and the State claim they are 
owed in excess of $1.4 billion (U.S.) for phosphate and uranium illegally mined and removed 
from public lands leased to Coastal by the State in 1941. 

| wish to express the appreciation of the Board and management for the continued interest 
of our shareholders and for the many contributions of our employees to the success of our 
organization. In particular, | would like to thank Mr. George Pilkington, formerly Secretary and 
Treasurer of the Company, for his loyal and untiring efforts over 25 years with United Canso 
and predecessor companies. Mr. Pilkington retired from active service with the Company on 
January 1, 1978. 


Respectfully submitted, 


foe o Enoki 


John W. Buckley, President 
Calgary, Alberta 
March 13, 1978 
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Gross Acres 


Petroleum 
Canada 
Arctic Islands.(Panarctig@ Area)... 512,05: 
Yukon & Northwest Territories ...... 320,224 
Western Canada ante ean e pee 1,222,189 
United States 
Alaska ta cane c Seen asada ae eee ree 942 339 
Florida: (Onshore. a. ee eee 1,266,000 
(ROVal ty) ae enn) .ac eve ae 2,418,000 
North Dakota & Montana «........!. 186,710 
Louisiana, Texas (Offshore)......... 20,760 
Montana (Royalty)! an. score ee I915 
T OX ASS Ce aris L0heion yet rats Me ee 133279 
MAAVZO) nV phe oPa ten ra Pt Mpa y oakee Fab a. 82,082 
Australia (Northern Territory) ......... 12,693,120 
Haitt==(Otfshore) sa ee O25 
West Germany— (Offshore) .......... 200,000 
Spain=—(Onshore)e anes eee 55,000 
TFotal.Petroleumsees..0 eee 25,834,194 
Minerals 
Australia < score a < Racer ee eee 424,278 
Canada: ssa. ccmai te ce ee eee 17,200 
Total Minerals-y.0. ee cee ere 441,478 
Grand total 3624 ee 26,279,072 


Company 
Net Acres 


101,117 
L9G 7415 
293,984 


235,909 
126,600 


20,651 
3,014 


4,252 
11,850 
3,936,064 
119,253 
20,000 
7,942 
5,077,027 


125798 
5,888 
18,616 
5,095,643 


*Acreage represents “prior filings,” and no assurance exists that leases will 


issue from them. 
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Operations Review 


ve 


Jack Wild, Vice President/Exploration, directs United Canso’s extensive 
petroleum and mineral search activity from the Calgary headquarters. 


a 


J. F. S. Anderson and D. H. Erickson, both geologists assigned to the 
Calgary office. 


Petroleum 


Canada 


Alberta During the fiscal year ended September 30, 1977, 
United Canso participated in the drilling of 30 wells in 
Alberta, of which 21 were exploratory wells and nine were 
development wells. This activity resulted in 16 gas wells 
and one oil well. 

Exploratory drilling in northwest Alberta along the 
shallow Cretaceous Bluesky sandstone gas trend com- 
prised a large part of the past year’s effort, as 17 of the 21 
exploration tests were located in this area, resulting in 
seven gas wells. Approximately 10 additional tests are 
planned in this region during 1978. 

Following the acquisition in July 1977 of two Petroleum 
and Natural Gas licenses near Rowley in central Alberta, 
the Company recently completed a successful gas well 
which yielded 5.5 million cubic feet of gas per day ona 
test of a Lower Cretaceous sand. Follow-up drilling is 
planned on the lands in the near future. 

In June 1977, the Company purchased a 20-percent 
interest in a 20,480-acre license in the Owl River area of 
west-central Alberta. The land is situated in a region of 
deep Devonian gas prospects where a number of impor- 
tant discoveries have recently been made. Drilling of the 
first well on the block is expected early in 1978. 

In the Cold Lake area of northeastern Alberta, where 
the Company participated in a steamflood project of 
heavy oil sands 10 years ago, a recent three-well program 
to develop shallow gas reserves was undertaken. It re- 
sulted in two gas wells and one abandonment. 


British Columbia The only test drilled in this province 
during the past year resulted in a new gas discovery at 
Silver, located about 90 miles north of Fort St. John in 
northeastern British Columbia. The Company owns a 
50-percent working interest in approximately 3,344 acres 
offsetting this well, and through various agreements has 
the right to earn 50 percent in an additional 8,241 acres. 
Two wells will be drilled in this locality as soon as surface 
conditions permit the movement of drilling equipment 
into the area. 

Westcoast Transmission’s plans to extend gas-gathering 
facilities into the Silver area were heard before the Na- 
tional Energy Board, commencing November 15, 1977, 
and approval has since been granted for the extension. 

In August 1977, the Company and a 50-percent partner, 
purchased an 18,467-acre Petroleum and Natural Gas 
Reservation from the British Columbia Government in the 
Gutah area. These lands lie about 90 miles due west of 
the Company’s Keg River shallow gas reserves in Alberta, 
and are also prospective for gas in shallow sands. 
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Saskatchewan Four successful wells, completed during 
the past year, resulted in two oil wells in the Ralph area of 
southeastern Saskatchewan and two gas wells in the 
Hoosier area in the southwestern part of the province. 
Additional drilling is planned in the Hoosier area during 
fiscal 1978. 


Arctic Islands and Northwest Territories There was no 
drilling activity on or immediately adjacent to Company- 
interest acreage in the above areas during fiscal 1977. 
Approximately 1,602,000 gross acres (18,950 net acres) 
were surrendered during 1977. The Company anticipates 
further surrenders of large tracts, especially on Bathurst 
Island, in the current fiscal year. 


United States 


Wyoming Though the pace of development and explora- 
tory drilling on our Powder River Basin acreage slackened 
this past year as the Culp Draw and Heldt Draw fields 
reach the end of their development stage, nine wells were 
drilled, resulting in seven Shannon sandstone oil wells 
and two abandonments. 


Montana and North Dakota Exploration on the East Cedar 
Creek acreage, in which the Company, through Canso Oil 
& Gas, Inc., holds a 10-percent working interest, was re- 
stricted to seismic surveys of the property during fiscal 
1977. However, a wildcat well drilled by a competitor, 
and located within one-half mile of a Company-interest 
lease near the Montana/North Dakota boundary, is 
reported to have recovered free oil on drillstem tests 
from both Mississippian and Ordovician carbonates. 
Field reports indicate this well has been completed as an 
Ordovician Red River formation oil well. A detailed 
seismic program covering Company-interest leases in the 
vicinity of the well will be undertaken shortly with a view 
to drilling on this acreage in 1978. 


Louisiana Offshore Development drilling on West 
Cameron Block 540 commenced in November 1977 from 
a development and production platform set in place last 
July. Initially, four wells are planned to exploit the gas 
accumulation discovered earlier on this acreage. Addi- 
tional wells may be drilled, depending on results from the 
initial program. Itis hoped that at least one drilling slot 
from the platform can be used to drill into a promising 
seismic structure on adjacent Block 525, in which the 
Company owns a 25-percent interest. 


Texas A joint drilling program was entered into in Novem- 
ber 1976 on several leases in the Pearsall region of south/ 
central Texas, where oil production is found in the Austin 
Chalk. The Company participated in three wildcats over 

a six-month period, resulting in two oil wells and one 
abandonment. In the past nine months, the better of the 


two oil wells, Turnham No. 1, has produced about 45,000 
barrels of oil. Early in fiscal 1978, a new well will be drilled 
near this oil well. 


Spain 

The Company, through a wholly-owned subsidiary, Canso 
Spain, Inc., acquired early in fiscal 1977 an approximate 
15-percent interest in an exploration permit covering 
some 55,000 acres offshore the Ebro River delta in the 
Mediterranean basin of Spain (Delta E). After the close of 
the fiscal year, negotiations were concluded whereby 
Canso Spain acquired a 20-percent interest in an addi- 
tional Mediterranean basin permit containing some 
90,000 acres (Delta J). 

Both permits, which are subject to final Spanish Gov- 
ernment approval, are in the general vicinity of the 
Amposta, Castellon, Montazano, Salou, and Casablanca 
oil fields. The Amposta field, discovered by Shell in 1971, 
commenced production in 1973. The remaining fields 
represent more recent discoveries. Reportedly, two of 
these fields—Shell’s Castellon, and the Chevron group’s 
Casablanca—already are on limited initial production. 

The two Canso Spain permits are located in relatively 
shallow waters, ranging from 200 feet to 300 feet in depth, 
and lie within 20 miles of the Spanish coast. It is antici- 
pated that drilling on one or both permits may be under- 
taken in fiscal 1978. 


Australia 


Resumption of exploration and development activity on 
the Company’s extensive property interests in central 
Australia continued to be deferred through fiscal 1977 as 
a consequence of the Aboriginal land rights issue. The 
Aboriginal legislation, which became effective in January 
1977, requires that agreement be reached with the Abor- 
iginals’ Central Land Council having regard to the effect 
on Aboriginals of the grant to United Canso and its 
partners of petroleum leases. Discussions were initiated 
with the Council in March 1977 and are continuing. 
United Canso remains optimistic that this matter will be 
resolved in the near future, since it is a prerequisite to the 
resumption of operations. 

In the interim, there is occasion for encouragement in 
the climate of increased business confidence which has 
followed the return to office in December 1977 of Aus- 
tralia’s coalition government. Various incentives attribut- 
able to the coalition have been introduced over recent 
months in the form of governmental policies on crude oil 
pricing, taxation, and farmouts, among others. 

The recent move to bring Australian crude prices into 
line with oil import price levels brings into sharp eco- 


nomic focus the proposed Alice Springs refinery and 
related prospects for the marketing of crude to be sup- 
plied that facility exclusively from the Company-interest 
Mereenie oil field. In this connection, studies currently 
are under way focused on the feasibility of shipping 
Mereenie crude to eastern markets via rail. The Mereenie 
field contains estimated oil and other liquid hydrocarbon 
reserves, recoverable by primary and secondary methods, 
ranging between 60 million and 100 million barrels. 
Recoverable natural gas reserves are estimated to be from 
500 billion to more than 850 billion cubic feet. 
Meantime, discussions are continuing with major 
petroleum companies, which have been examining the 


OFFSHORE SPAIN 
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central Australian properties and reviewing data acquired 
through previous operations in the Mereenie field and 
nearby Palm Valley gas field with the objective of pos- 
sible participation in exploration. 


Haiti 

Early in fiscal 1977, United Canso acquired a 10-percent 
interest in a petroleum concession offshore Haiti. Anum- 
ber of interesting geophysical anomalies, thought to be 
reefs, had been outlined by seismic surveys of the prop- 
erties, anda three-well drilling program was initiated 
early in the year. Drilling of the first exploratory well was 
commenced in January 1977, and was followed by two 
other wells drilled in February and March. However, all 
three wells proved unsuccessful, and the Company has 
no plans for further exploration in this area in the im- 
mediate future. 


West Germany 


Chieftain International, Inc., as operator for an explora- 
tion group including United Canso, undertook the drilling 
during September 1977 of a 7,390-foot test on a large 
seismically-delineated structure on Block J/9 in the Ger- 
man sector of the North Sea. By participating in this 
venture, the Company earned a 10-percent interest in 
Blocks J/6 and J/9. The well failed to find commercial 
hydrocarbons and was abandoned. Deeper prospects do 
exist on acreage covered by the two blocks, and further 
drilling by competitor groups on adjacent waters is ex- 
pected to assist United Canso and its partners in evaluat- 
ing these deeper plays. 


Minerals 


Canada 


The Company’s principal effort in metallic minerals ex- 
ploration in fiscal 1977 continued to be centered on the 
Ego Mines copper-gold prospect in northwestern Ontario. 
The total length of mineralization now delineated under- 
ground is 532 feet in three zones. The exposed shoots 
have average metal contents of 1.80 percent copper and 
0.10 oz. gold per ton across an average width of 7.2 feet. 
In May 1977, 1,000 acres contiguous to the Ego property 
were optioned from Union Miniere Explorations and 
Mining Corporation Ltd. (Umex). Under the terms of the 
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Company’s agreement with Ego Mines, expenditures on 
the Umex land will earn interest in the Ego property. 

The combined Ego-Umex property has been covered 
by detailed electromagnetic surveying, geological map- 
ping, and magnetic surveying. The most promising areas 
also have been surveyed by induced polarization 
methods. Diamond drilling of geophysical targets unre- 
lated to previously known mineralization was begun in 
early November 1977 and continued to the end of the 
calendar year. Field operations remain suspended during 
the winter months, and all accumulated data will be re- 
viewed within the context of a semi-detailed feasibility 
study. 

It is estimated that the Company by the 1977 calendar 
year end had earned an undivided 28-percent interest in 
the Ego property. 

In Quebec, United Canso is participating in two joint 
ventures with Campbell Chibougamau Mines Ltd. anda 
group of oil and mining companies. The original venture, 
a five-year program in the Chibougamau area, has been 
enlarged to approximately 31 townships. Work here has 
included two large airborne geophysical surveys, detailed 
surface geophysics, and preliminary diamond drilling. No 
discoveries have been made, but the program still has 
three years to run, and several interesting prospects are 
currently being investigated. 

The second Quebec joint venture is in the Echouani 
area, about 150 miles north of Ottawa. Several airborne 
electromagnetic surveys were located in spring 1977, and 
11 groups of claims were staked. A short section of rich 
copper mineralization was cut by one of three diamond 
drill holes, which were drilled on one claim block. A 
limited amount of follow-up work will be done during 
OZ: 

No additional work was carried out on Borealis Explora- 
tion Limited’s 233-claim iron ore prospect in the District 
of Franklin in the Northwest Territories. United Canso 
owns a 38-percent interest in these claims and a 3.81-per- 
cent stock interest in Borealis. During 1977, 21-year leases 
were granted on 105 claims having a total area of 5,458 
acres. Applications for lease on the remaining 128 claims 
will be made when required. 


Other Matters 


In December 1975, the Company entered into a pre- 
liminary agreement with Valmex Petroleum Corporation, 
a privately-owned Liberian company, Pancoastal, Inc., 
and other interests, which contemplated the formation of 
anew company, with a view to engaging in mineral and 


T. C. Riddell, Landman, in discussion with B. D. C. Patterson, United 
Canso’s Land Manager. 


Company operations are chief topic in meeting between G. van der 
Voet, Operations Manager, and J. O. Telfer, Operations Superintendent. 


George Pilkington, retired former Secretary and Treasurer of United 
Canso, confers with A. H. Pfeffer, Treasurer. 


hydrocarbon exploration focused on North Africa and the 
Middle East. During fiscal 1977, the new company was 
formally established under the name of Minex, Inc. As 
previously reported, the chief executive officer of Minex 
is Mr. John D. Moody, recently retired Senior Vice Presi- 
dent for Exploration, Mobil Oil Corporation, and President 
of the American Association of Petroleum Geologists for 
the year ended June 30, 1977. 


Production and Development 


Oil 
United Canso’s oil production, net after royalties, for the 
1977 fiscal year amounted to 488,885 barrels, representing 
a three-percent decline from last year’s rate. About two- 
thirds of the Company’s production is coming from 
properties in the Smiley-Dewar and Innes fields in Sas- 
katchewan, and from Boundary Lake Unit No. 1 in British 
Columbia. 

Lease operating expenses during the year increased 
17 percent to $1.19 per barrel of oil, while net income per 
barrel, after deduction of royalties and operation costs 
but before deduction of corporation tax, increased from 
$3.38 to $3.80. 


Gas 


Gas production for the 1977 fiscal year totaled 2,644,732 
thousand cubic feet (mcf.), after deduction of royalties. 
This daily net rate of 7.2 million cubic feet was lower than 
the previous year’s rate, mainly because of a 13-percent 
decline in the output of the Coleville and Hoosier units, 
as Well as greatly reduced production at the Wainwright 
unit pending installation of a compressor. 

During the past year, Pouce Coupe gas came on stream 
following completion of the construction of a dehydra- 
tion plant and gathering system. Two wells are tied into 
this system. United Canso owns a 50-percent interest in 
one of the wells, which is producing gas at a rate of one 
million cubic feet per day. The Company is operator of 
this project. 

A similar project was completed in the Halkirk area, 
where United Canso owns a 12.5-percent interest in one 
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well that is producing at a rate of three million cubic feet 
per day. The operator, Husky Oil Operations Ltd., put the 
well on production in September 1977. 


Financial 


Record revenues from operations were achieved in the 
fiscal year ended September 30, 1977. Higher oil and gas 
prices, combined with improved production on United 
States properties, lifted fiscal 1977 revenues four percent 
to $9,536,281, compared with $9,186,051 for the prior 
year. Increased costs and expenses, attributable in large 
part to dry holes, abandonments, and investment write- 
offs, however, resulted in the Company sustaining a net 
loss on the year of $456,567, equal to $.08 per share, com- 
pared with net income of $1,780,470, or $.30 per share, 
for the preceding year. 

Revenues from oil and gas sales and royalties reached a 
record level in fiscal 1977 of $6,338,086, up 23 percent 
from revenues of $5,156,602 derived from such sources 
the prior year. 

Interest income, which had almost doubled in fiscal 
1976 over the prior year due to invested proceeds from 
the 1975 sale of the Company’s British subsidiary, de- 
clined in fiscal 1977 as a result of lower interest rates and 
deployment of funds in exploratory ventures. 

Costs and expenses, exclusive of income tax provisions, 
for fiscal 1977, increased 36 percent to $7,105,339 from 
the $5,209,581 reported for the prior year. The extent of 
the increase was reduced by a foreign exchange gain of 
$2,381,789. Fiscal 1977 charges attributable to dry holes, 
abandonments, and investment write-offs, related pri- 
marily to unsuccessful exploratory ventures offshore 
South Africa and Haiti, totaled $4,613,752, or 65 percent 
of the year’s net non-tax expenditures. 

United Canso’s financial condition at September 30, 
1977, continued strong, current assets to current liabilities 
as of that date having been ina ratio of 25 to 1. Cash, 
marketable securities, and interest receivable totaled 
$43,988,895. Stockholders’ equity at the fiscal 1977 year 
end amounted to $61,959,920, equal to $10.46 per share, 
compared with $62,604,166, or $10.57 a share, at 
September 30, 1976. 
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REVENUES BY SOURCE 


In thousands of dollars _ 


1973 


1974 


1975* 


| Interest & 


1976 


*Excluding gain of > 719,889 on sale of subsidia 
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United Canso Oil & Gas Ltd. (A Canadian corporation) 


Consolidated Balance Sheets 
(Expressed in Canadian dollars) 


Assets 

Current assets: 
OEP ns se p06 Stk ee, ra ol a ec 
Marketable securities, at cost (which approximates market) .................00eeeeeeee 
_ TUL RDS EONS. WELLE oc altasad aol Aimaesencrih At TRC or, on eet ena gol A aed ore CE 
|| SLURS, (RECGESTN 6] (Ss Sel eae ee te gel Rae ene A ae ee 
Other assets 


Sea seeemieps el .entels(e! (@)j-o7 6: e) eco) 6!) ce)/e) 0's) (e) 19) .@. (6 rie) eter \e \el enie:1'6) \e) 1e\ 0) 0) ore! © (oe: 6: .6) © /0" 0) 6. (0) e) ee) eh. 0: Te (61 (0) 'e) 9:9) 16) <6) 01 0) #, 0 ‘0, 


ee senrenntseaniceadvancesa(Notes: 1and 2) a,c sn cc cote oe enews sana w sce Facous awiakwunle i 


Property and equipment at cost, less accumulated depreciation, depletion and amortization 
eee 71) CI ISO eR hel why PANE fe Saitek Fs ogy aA URN ws w «1 xa os WINS, ae do 


Liabilities and Shareholders’ Equity 

. Current liabilities: 

mecountsspavable-and accrued liabilities (Note 4) . .2.2 ce eeaes cans cues ceaeeeesey eres 

imemnemiaxemDAVADIeR NOUG./ i eto i gan Osa Race eee 2 Os Wie. ae apt A oes 

PORTO Oo Cum eet tens oi Sree, Cee eern atk Wenrrdiardt ee 6 aut Sh eye aecd we a We Me 
rar cMmG EL CMa LAD TUES Fruit 1 eee As rig aa, cere eats oiecacen Ae en ndls bake ake eae Ga 


em EmNONERLAXeS (INOLC 17) (ates cian sie vate Oe occ ced hate» Relea ue HN Seeds 
COLE (NEMS TUURSS: 348i cad DNS cent tei a RRO Aa Re ac gn ee ae foe Se a ee rong 
Commitments and contingent liabilities (Notes 2 and 3) 


Shareholders’ equity (Note 5): 
Capital stock, par value $1 per share: 


Authorized — 12,000,000 shares 
@tiatandine 157,922,402 -sharesN ote: 2) % wan Getne = eas ay ew Par OS egies Gero ayes oes 
MANitAIBIMOXKCCSSTON DAN Vallle. si is os eerste a creo. s sais s eaves ais cule ge Gigle wiaee nc Ma snes 


ECT yet CAAT ya A RRS eg se eters PR ae re eee rere a arr a 


On behalf of the Board: 
s/s John W. Buckley, Director; s/s Benjamin W. Heath, Director. 


$ 1,780,003 


14,175 


1,794,178 


3,132,426 


5,922,402 
16,059,901 


21,982,303 


BI 977, O17, 


61,959,920 
$66,886,524 


September 30, 
S77 1976 
2521426 $ 353,542 
43,257,866 48,907,271 
478,887 476,590 
1,306,016 1,082,420 
99,560 88,863 
45,394,471 50,908,686 
3,482,230 3,471,611 
18,009,823 14,950,565 
$66,886,524 $69,330,862 


$ 1,060,396 
1,307,871 
2,368,961 


4,737,228 


1,977,000 
12,468 


5,922,402 
16,247,580 


22,169,982 


40,434,184 


62,604,166 
$69,330,862 


See accompanying notes. 
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United Canso Oil & Gas Ltd. (A Canadian corporation) 


a ee ee 
Consolidated Statement of Income (Loss) and Retained Earnings (Accumulated Deficit) 


(Expressed in Canadian dollars) 


Year ended September 30, 


1973 1974 1975 1976 1977 
Revenues: 
Oil Sales verescerpercec ee eee eee eee $¢ 2,416,588 $ 2,509,725 $ 3,010,666 $ 4,059,470 $ 5,049,978 
CaS eSaleS: gan cig. ee eee eee Sea eee ene oe 602,661 639,777 867,284 871,706 1,018,306 
ROVAaleS Sezer on en meee Sage iats cars taseet aes areata 106,596 111,104 195,012 225,426 269,802 
Gain on sale of subsidiary (Note 3(d)) ........ — 46,719,889 — — 
INTGRESE © coc kee ade roe scar oe eon eos 284,002 263,044 2,249,284 4,021,507 3,158,937 
OTREM sciccstaeeee his ae eee eee ae omen 6,288 23/002 43,065 7,942 39,258 
3,416,135 3,546,652 53,085,200 9,186,051 9 536,208 
Costs and expenses (Note 6): 
Geological and geophysical costs ............ 86,472 209,239 2,053 50,764 26,977 
Lease and pernwt rentals... 4..cnlae = ee ees 151,798 109,732 122,048 136,080 132,149 
Production;cOstsSy.. eee ace ae chee oe ee 753,051 748,058 897,845 927,237 1,131,168 
Depletion, depreciation and amortization ..... 464,478 392,447 493,007 656,129 1,134,434 
Dry holes, abandonments and investment 
Wiite-Ol{S yur ereau Mui ioe a en eae 154,152 491,042 492,121 734,367 4,613,752 
General and administrative expenses 
(NGte:A) ees aicac ok Semis ek ee eerie 828,304 1,100,641 1,472,618 1,975,417 2,609,473 
Exchange (gains) losses = 3.2.6: newer eee 222 2,389 5,865 835,697 (2,381,789) 
Adjustment of investment in the Australian 
companies to equity at end of year 
(Notes ande2) us ici ee ares See 298,272 93173 (127,118) (106,110) (160,825) 
Dy Tiss eo V AS Slodes2 3,358,439 5,209,581 7 A0D;539 
Income before taxes on income and 
extraotdinaryiitem 82. ..-o.e see 676,306 394,931 49,726,761 3,976,470 2,430,942 
Provision for taxes on income (Note 7) ......... 370,000 536,000 1,688,000 2,196,000 2,887,509 
Income (loss) before extraordinary item ........ 306,306 (141,069) 48,038,761 1,780,470 (456,567) 
Tax benefit realized from carryforward of 
exploration and other costs not claimed 
if PHOT: VOarS>.ns asuccac sea ea eee eee 370,000 536,000 aa = es 
Net-incomie (lOSS) 2 c.ac ack) en ee eee eee 676,306 394,931 48,038,761 1,780,470 (456,567) 
Retained earnings (accumulated deficit) 
at: besinning- of. veateer aia ae ee ee ee (8,087,323) (7,411,017) (7,016,086) 41,022,675 40,434,184 
Dividend declaredi:(Note 5)" 3... «. 2... aan eee — — — (2,368,961) ae 
Retained earnings (accumulated deficit) 
at. énd:of. Veatitencsc se 1th) a eee ee $ (7,411,017) $(7,016,086) $41,022,675 $40,434,184 $39,977,617 
Average number of shares outstanding ......... 5,796,910 5,916,469 5,922,402 5,922,402 5,922,402 
Per share based on average number of shares 
outstanding during the year: 
Income (loss) before extraordinary item ..... $ .05 $ (.02) $8.11 $ .30 $ (.08) 
Extraordimary item. 8 ne oe en .06 .09 = a ate 
Net incomes(loss)ces. «2 ee Saati 07 $8.11 30 (.08) 


———________————————————— 


See accompanying notes. 
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United Canso Oil & Gas Ltd. (A Canadian corporation) 


Consolidated Statement of Changes in Financial Position 


(Expressed in Canadian dollars) 


Year ended September 30, 


1973 1974 1975 1976 1977 
Source of working capital: 
RICMTLCOINCM OSS ir ns 5. co kon ook Cala Phe $ 676,306 $ 394,931 $48,038,761 $ 1,780,470 $ (456,567) 
Charges (credits) not involving an outlay 
of working capital in the current year: 
Depletion, depreciation and amortization. 464,478 392,447 493,007 656,129 1,134,434 
Property sales, retirements, abandonments 
DICWILCZOUS orig Gata ea eas ee 167,041 373,033 327,699 (29,720) 4,551,460 
Adjustment of investment in the Australian 
companies to equity at end of year ..... 298,272 98,173 (127,118) (106,110) (160,825) 
Deferred income taxes .............0005 — — 1,688,000 289,000 1,155,426 
Amortization of deferred income ........ (9,000) — — — — 
Working capital provided from operations... 1,597,097 1,258,584 50,420,349 2,589,769 6,223,928 
Proceeds from exercise of stock options and 
recovery of Section 16(b) profits ........... 581,400 440,030 os — —- 
Increase (decrease) in other liabilities ......... — 29,028 (8,247) (8,313) (12,468) 
Recovery of property and equipment costs 
in connection with sale of subsidiary 
INS! 8) a. aoe aa le a ea a — — 7,524,447 — — 
2,178,497 1,727,642 57,936,549 2,581,456 6,211,460 
Disposition of working capital: 
Additions to property and equipment ........ 1250525 6,178,884 5,352,809 5,261,179 8,436,153 
Divicends on capital stock ©.) oo .5 Ni. see oss a= — — 2,368,961 — 
Investments in and advances to the 
PauistiaidnieCOMpPaNleS =... . oe oss ls wee ne sos 274,402 429,821 (16,588) 26,762 49,345 
Investment in Coastal Petroleum Company .... — — — 730 192 — 
Other investments and advances .|........... 55,162 124,584 (36,718) 79,274 109,448 
Expenses of proposed stock offering or merger. -- 67,701 19,545 27,408 187,679 
2,080,089 6,800,990 5,319,048 8,493,777 8,782,625 
Increase (decrease) in working capital ........ $ 98,408 $15,073,348) $52,617,501 9% (5,912,321) $(2,571,165) 
Increase (decrease) in working capital 
by major component: 
GAS Hee eS ese pices eon hare we d's Dies $ 66,258 $ (52,869) $ (10,332) $ 258,255 $ (101,400) 
Marketable securities and accrued 
interesterecelVvable «Ate flies 3 else. 35,977, (3,601,628) 51,383,788 (2,605,112) (5,647,108) 
Accountssreceivable:i: {64 Aas sani does 174,714 282,971 106,225 100,311 223,596 
OiRemcurrent@assetsien. watt owe eee (27,569) (265) 38,324 (47,053) 10,697 
Accounts payable and accrued liabilities . . (150,972) (1,701,557) 1,099,496 58,110 (719,607) 
DiIvidendepavabler. care Manet Aus uis — — — (2,368,961) 2,368,961 
Incometaxes payable nas acncivi tac sloese 02 — — = (1,307,871) 1,293,696 
Increase (decrease) in working capital ........ $ 98,408 $ (5,073,348) $52,617,501 $(5,912,321) $ (2,571,165) 


TE 


See accompanying notes. 
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United Canso Oil & Gas Ltd. (A Canadian corporation) 


Consolidated Statement of Capital Stock and Capital in Excess of Par Value 


(Expressed in Canadian dollars) 


Years ended September 30, 1976 and 1977 Capital Capital in 
Number of stock, $1 excess of 
shares par value par value Total 
Balance at'September30,1975)..23-2 ane las ee nen 5,922,402 $5,922,402 $16,274,988 $22,197,390 
Expenses of proposed Menger = a5 asc tein, eines een (27,408) (27,408) 
Balance at September 30) 197653 ona ce terete ree tore nen pene 5,922,402 5,922,402 16,247,580 22/169 962 
Expenses of proposed merger Wiics. saws a rtas ioe ee ae (187,679) (187,679) 
Balance at September 30/197 7235.5 os ee tee er ree ee 5,922,402 $5,922,402 $16,059,901 $21,982,303 


See accompanying notes. 


Notes to Financial Statements 


(Expressed in Canadian dollars) 


1. Summary of significant accounting policies 


The accompanying consolidated financial statements 
include the accounts of United Canso Oil & Gas Ltd. 
(United Canso) and its wholly-owned subsidiaries, Canso 
Oil & Gas, Inc. (Canso Oil & Gas), and United Canso Oil & 
Gas (U.K.) Limited, hereafter referred to collectively as 
the Company. The latter subsidiary was sold on March 5, 
1975 (see Note 3d). 

The Company follows the successful efforts method of 
accounting for onshore oil, gas, and mineral interests in 
North America whereby exploration expenditures includ- 
ing geological and geophysical expenses, rentals on 
undeveloped properties, and dry hole costs are charged 
to expense as incurred. Acquisition costs of oil and gas 
properties, together with costs of drilling and equipping 
successful wells, are capitalized and depleted on the unit 
of production method based on proven estimated 
reserves in each field. 

Exploration costs incurred offshore and in areas out- 
side of North America are deferred pending evaluation of 
those areas. Should exploration be successful, the balance 
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in each cost center will be depleted on the unit of produc- 
tion basis; if the exploration is not successful, any balance 
will be charged to income. 

The net costs of abandoned wells which had previously 
been producing is charged against the accumulated 
depreciation and amortization account of the remaining 
wells in the producing field. 

Depreciation of buildings and equipment is provided 
on the straight-line method at rates based on the esti- 
mated useful lives of the various classes of assets. 

Accounts of foreign subsidiaries are translated into 
Canadian dollars. Cash, marketable securities, receivables 
and payables are translated at current (year-end) rates of 
exchange. Property and equipment and the related deple- 
tion, depreciation, and amortization are translated at rates 
which were in effect when the asset was acquired. Income 
accounts other than depletion, depreciation, and amorti- 
zation are translated at average rates during the year. 

United Canso carries its investments in the Australian 
companies at equity (see Note 2). Since the fiscal year of 
the Australian companies ends on April 30, United 
Canso’s policy is to record the change in its equity in these 
companies for their fiscal year during the quarter ending 
June 30 of each year. No provision is made for other 
changes in United Canso’s equity in these companies. 

Realization of investments and advances and of the 
investment in nonproducing property and equipment 
aggregating $14,716,881 and $13,232,489 at September 30, 
1977 and September 30, 1976, respectively, is dependent 
upon future developments, since the properties repre- 
sented by these assets are substantially unexplored or 
undeveloped (see Notes 2 and 3). 


2. Investments and advances 
September 30, 
WH 1976 
Australian companies: 
United Canso Oil & Gas Co. (N.T.) 
Pty. Ltd.: 40% of capital stock, 


SIENCOUILLY Beis ei ee o's $ 231,248 $ 204,290 
NOM AN CES: Siteccca'n cites aie ts 491,209 AS 77: 
722,457 659,467 
Magellan Petroleum (N.T.) 

Pty. Ltd.: 30% of capital stock, 
BO CUICVE te tk cee sire cite 710,908 577,041 
PNG COS Fees hee one ee 960,794 947,481 
Ov 1 202 9) al 24)522 
2,394,159 2,183,989 

Coastal Petroleum Company, 10% 
of capital stock, at cost (Note 4)... 730,193 730,193 
Na? dk 357,878 557,429 


$3,482,230 $3,471,611 


United Canso acquired a substantial portion of its inter- 
est in the Australian companies from Magellan Petroleum 
Corporation (Magellan) in September 1963. A substantial 
interest in the Australian companies is held (directly or 
indirectly) by Magellan and Pantepec International, Inc. 
(Pantepec) (see Note 4). The Australian companies, which 
are development stage companies, have interests in petro- 
leum and mineral exploration concessions and permits. 

In January 1977, United Canso entered into an Agree- 
ment and Plan of Reorganization with Pantepec by which 
Canso Oil & Gas would acquire all of the capital stock of 
Pantepec. The merger, subject to their approval, would 
result in the shareholders of Pantepec receiving up to an 
aggregate of 126,549 shares of United Canso’s capital 
stock. 

Coastal Petroleum Company holds State of Florida 
leases and royalty interests covering some 3.6 million 
acres of waterbottom lands along Florida’s Gulf of Mexico 
coastline from Apalachicola Bay to the vicinity of Naples, 
and extending to certain inland waterways and lakes in- 
cluding Lake Okeechobee in south Florida. 

Pursuant to an agreement entered into in December 
1975 and amended subsequent thereto, the Company, 
subject to the completion of certain conditions, agreed to 
contribute U.S. $2,200,000 for a45% interest in anew 
company, Minex, Inc. (see Note 4), which will participate 
in mineral projects principally in the Sudan. Pancoastal, 
Inc. (see Note 4) and another company are to contribute 
all of their respective capital stock and assets for equity 
interests in the new company. 


3. Property and equipment 


September 30, 
1977 1976 
Producing: 
Oil, gas, and mineral interests .. $ 4,904,170 $ 4,896,380 
Less accumulated depletion ... 4,122,825 4,038,178 
781,345 858,202 
Well costs and gathering systems 11,871,921 10,191,507 
Less accumulated depreciation 
andeamortizatione sek eer 8,022,542 7,012,603 
3,849,379 3,178,904 
4,630,724 4,037,106 
Nonproducing: 
Oil, gas, and mineral interests: 
Canadayatr: vie ween tem 5,921,606 2,743,707 
UnitedsStates ee ee 5,102,540 4,912,015 
SoutizA thicaui acetate — 2,105°156 
Gernnanye-... 3 cree re ae 181,631 — 
SDalilisaw doer ate ere ee ne 28,874 — 
11,234,651 9,760,878 
In process and standing wells .. 1,938,203 Ob 352 
13,172,854 10,713,230 
Other: 
Land, buildings, and equipment. 419,646 394,405 
Less accumulated depreciation . 213,401 194,176 
206,245 200,229 
$18,009,823 $14,950,565 


(a) Gulf of Mexico: On May 21, 1975, Canso Oil & Gas 
acquired interests in four acreage blocks in the Gulf of 
Mexico, offshore Louisiana and Texas, for approximately 
$3,400,000. The Company has participated to the full 
extent of its interest in 10 wells on these blocks to date, 
at an additional cost of $1,200,000, certain of which wells 
have resulted in oil and gas discoveries. 


(b) South Africa: On May 22, 1975, Canso Oil & Gas 
acquired a 12.5% interest in a petroleum exploration 
lease off the west coast of the Republic of South Africa by 
agreeing to contribute approximately $2,100,000 to the 
cost of an exploratory well. The well was abandoned as a 
dry hole in August 1976 and the investment of approxi- 
mately $2,100,000 was written off in fiscal 1977 when 
plans for further drilling were abandoned. 


(c) Haiti: Canso Oil & Gas participated in an unsuccessful 
exploratory program offshore Haiti. Costs of approxi- 
mately $1,600,000 were incurred and written off during 


fiscal 1977. 


(d) United Kingdom: On March 5, 1975, the Company 


completed the sale of its wholly-owned subsidiary, United 
Canso Oil & Gas (U.K.) Limited. The subsidiary, which held 
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petroleum licenses in the United Kingdom waters of the 
Irish Sea and the North Sea, was sold for a total of approxi- 
mately $57,500,000, of which $7,500,000 represented re- 
imbursement of exploration and development expendi- 
tures by the subsidiary. Prior to the sale, all expenditures 
had been charged to nonproducing property and 
equipment. 

Lease rentals, work requirements, and drilling commit- 
ments in connection with properties and property inter- 
ests held by the Company at September 30, 1977 approxi- 
mate $2,239,000 for the year ending September 30, 1978. 


4. The Catawba Corporation 

United Canso’s current (expiring April 1979) and prior 
contracts for financial, technical, and other services with 
The Catawba Corporation (Catawba) have provided for 
payments based on services rendered and the granting of 
a 1/64th overriding royalty on all properties acquired by 
United Canso during the term of the contract. In connec- 
tion with the sale discussed in Note 3(d), the Company paid 
Catawba $3,196,000 in settlement of the 1/64th royalty 
which was not assumed by the purchaser of the subsidiary. 
For the five years ended September 30, 1977, the Com- 
pany was charged $297,803, $442,907, $523,728, $627,968, 
and $656,183, respectively, for services rendered under 
this contract. The contracts also have provided for special 
compensation, if agreed upon by the parties, for services 
rendered not contemplated under the contracts. No spe- 
cial compensation has been paid for the past five years. 
Catawba provides similar services to the Australian com- 
panies, and to Magellan Petroleum Corporation, Pantepec 
International, Inc., Canada Southern Petroleum Ltd., 
Pancoastal, Inc., Coastal Petroleum Company, and Minex, 
Inc. By virtue of Catawba’s contract with the Company 
and the services Catawba performs pursuant thereto, and 
the fact that certain officers and directors of the Company 
are also officers, directors, or stockholders of Catawba, 
Catawba may be deemed a “parent” of and to ‘‘control” 
(as such terms are defined in the Securities Act of 1933, as 
amended) the Company. 


5. Capital, stock options, and reservations 


The letters patent, as supplemented, of the Company 
provide that no person (as defined) shall vote more 
than 1,000 shares. 
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In August 1976, the Board of Directors declared a divi- 
dend of $.40 per share payable on October 11, 1976 to 
shareholders of record at September 15, 1976. 

On December 13, 1972, United Canso’s Board of Direc- 
tors authorized an incentive stock option plan on 300,000 
shares of United Canso’s capital stock. Under this plan, 
options were granted as follows: 


Market 

price 

Option (per 

Number _ price share) 

Date of Expiration of (per atdate 

Optionee grant date shares share) of grant 

Officers 12/15/72 12/14/77 43,000 $6.00 $6.48 

Employees 12/15/72 12/14/77 87,500 6.00 6.48 
Catawba 3/30/73 3/31/78 


150,000 8.00 7:23 


No options became exercisable or were exercised in 
1976 or 1977. Options were outstanding at September 30, 
1976 and 1977 to purchase 158,500 shares at prices per 
share of $6 and $8, aggregating $1,251,000, and at per 
share market values at the dates the options were granted 
of $6.48 and $7.23, aggregating $1,139,580. 

At September 30, 1977 all of the above-mentioned 
options on 158,500 shares were exercisable. Upon exer- 
cise of the options, the excess of the proceeds over the 
par value of the shares issued is credited to capital in 
excess of par value. No charges are made against income 
in accounting for options. At September 30, 1977 and 
1976, there were 19,500 plan shares and 150 additional 
shares reserved for future option grants. There were no 
other changes in stock options during the two years 
ended September 30, 1977. 


6. Compensation and allocated expenses 


The Company has a contributory pension plan which is in 
effect for all employees and is administered by an insur- 
ance company. Contributions by the Company to the 
pension plan on behalf of all employees for the five years 
ended September 30, 1977 were $44,472, $50,906, 
$33,619, $35,812, and $10,914, respectively. 

Certain employees and office facilities were shared 
with Canada Southern Petroleum Ltd. until November 
1975 and certain of the costs and expenses represent al- 
located portions of common expenses. Compensation of 
directors, officers, and senior employees allocated to or 
paid directly by United Canso, including contributions to 
a pension plan on their behalf, for the five years ended 
September 30, 1977 amounted to $177,858, $185 886, 
$252,693, $235,376, and $275,086, respectively. Of these 
amounts, $2,394, $2,745, $3,780, $19,565, and $64,860 
were on behalf of directors and $70,257, $71,910, $184,487, 
$100,282, and $101,840 were on behalf of officers. At Sep- 
tember 30, 1977, there were seven directors and four 
officers, of whom one officer was also a director. 


7. Income taxes 
Deferred taxes were provided as follows: 


Year ended September 30, 
LO77 1976 


For property related costs deducted 
for tax purposes in excess of 
deductions for purposes of 
financial statement reporting .... 

For interest income accrued for 
purposes of financial statements 
but recognized on a cash basis for 


$ 798,000 $ 558,000 


PaPEUIDOSCS nn. , sa cht cia ewe we (16,000) (269,000) 
For net exchange gains accrued for 

purposes of financial statements 

but recognized on a cash basis for 

SME INOOSCS Mica alates 5 cle ahs Sse 373,000 = 


TO * Be eee ee 


$1,155,000 $ 289,000 


A reconciliation between the statutory rate for 
Canadian Federal and Provincial taxes of approximately 
46% and the effective rate follows: 


Year ended September 30, 


A977 1976 
Canadian statutory corporate tax rate 46% 46% 
Tax on reported income at above rate $1,118,000 $1,829,000 
Additional taxes due to: 
Losses of foreign subsidiaries on 
which no tax benefits have been 
DROVICCC Mean ici css Ava A oases 1,696,000 — 
Gains of foreign subsidiaries ..... — (65,000) 
Write-off of nondeductible costs . 144,000 68,000 
PROMI Gla SUTLAX Wc 0.-- dino S.6 oie ose s 123,000 80,000 
Net effect of inclusion of royalties 
MIMREAKND ASCH Saya. ach omega bares. 592,000 455,000 
OKO as he eins we 5,000 8,000 
3,678,000 2,375,000 
Less reduction in income taxes due to: 
Earning depletion allowance ..... 479,000 179,000 
Nontaxable portion of foreign 
EXCH aMCeCealS a. eG es sine welts. 311,000 — 


Provision for taxes On income ...... $2,888,000 $2,196,000 


The Company’s United States subsidiary has operating 
loss carryforwards of approximately U.S. $4,244,000 at 
September 30, 1977 to offset future United States taxable 
income, of which $116,000 expires in 1978, $122,000 
expires in 1979, $89,000 expires in 1980, $60,000 expires 
in 1983, and $3,857,000 expires in 1984. In addition, 
investment tax credits of U.S. $108,000 are available to 
reduce federal tax liabilities, if any. Such carryovers expire 
as follows: 1981, $2,000; 1982, $16,000; 1983, $51,000; 


and 1984, $39,000. The tax benefit attributable to the 
operating loss carryforwards and investment tax credit 
carryovers will not be reflected in the financial statements 
until they are realized. 


8. Subsequent event 


In December 1977, the Financial Accounting Standards 
Board issued Statement of Financial Accounting Standards 
(SFAS) No. 19, ‘Financial Accounting and Reporting by 
Oil and Gas Producing Companies.”” The Statement is 
effective for financial statements for fiscal years beginning 
after December 15, 1978 and for interim periods within 
those fiscal years. 

The Statement requires the use of the successful efforts 
method of accounting for oil and gas producing activities 
similar to the method used by the Company for onshore 
activities in North America. Under the provisions of the 
Statement, costs of certain exploratory wells and certain 
exploration costs incurred offshore and in areas outside 
of North America would not be deferred as the Company 
does presently. 

Since the Company is a Canadian corporation, the 
effect of the Statement may be disclosed by footnote 
rather than by retroactive restatement of the financial 
statements, as would be required of a United States 
corporation. 

Based on preliminary evaluations, if the Company were 
to report on the basis of SFAS No. 19, property and equip- 
ment and investments and advances at September 30, 
1977 would be reduced by approximately $6,400,000, 
with a similar reduction in retained earnings. The effect 
on net income would be approximately as follows: 

Increase (decrease) in net income 


Year ended Per share of 
September 30, capital stock 
i he 745 wae atta es a ee erie ney C $ 170,000 $ .03 
N97 Baa ose ntekel stom ric ec oe (370,000) (.06) 
WAS PAs Soi tence ee a HO A once ac 340,000 .06 
TOL GORA Tate ee ree che err ncas (5,200,000) (.88) 
Ko VAP cena tian’ ater nee CAAA oy Gy G.0 cettio thts fs 1,150,000 19 
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Report of Independent Public Accountants 


The Shareholders 
United Canso Oil & Gas Ltd. 


We have examined the accompanying consoli- 
dated balance sheets of United Canso Oil & Gas 
Ltd. at September 30, 1977 and 1976 and the re- 
lated consolidated statements of income (loss) and 
retained earnings (accumulated deficit) and 
changes in financial position for the five years 
ended September 30, 1977 and the consolidated 
statement of capital stock and capital in excess of 
par value for the two years then ended. Our ex- 
aminations were made in accordance with generally 
accepted auditing standards and, accordingly, in- 
cluded such tests of the accounting records and 
such other auditing procedures as we considered 
necessary in the circumstances. 

In our opinion, the consolidated financial state- 
ments mentioned above present fairly the con- 
solidated financial position of United Canso Oil & 
Gas Ltd. at September 30, 1977 and 1976, and the 
consolidated results of operations and changes in 
consolidated financial position for the five years 
ended September 30, 1977 in conformity with 
generally accepted accounting principles applied 
on a consistent basis during the period. 


ARTHUR YOUNG, CLARKSON, GORDON & CO. 


Hartford, Connecticut 
December 12, 1977 


Management's Discussion and 
Analysis of Operations 


In 1975, the Company sold its wholly-owned subsidiary, 
United Canso Oil & Gas (U.K.) Limited, for $57,500,000. 
A substantial portion of the proceeds from that sale con- 
tinues to be invested in marketable securities and is avail- 
able for operations as needed. 

Revenues from oil sales continued to increase in fiscal 
1977. As in 1976, the increase is attributable mainly to 
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improved prices and increased United States production. 
Revenues from gas sales were higher in fiscal 1977 due to 
improved prices. Interest income, which had almost 
doubled in fiscal 1976 over 1975 due to investment of the 
proceeds of the sale mentioned above, declined in 1977 
due to lower interest rates and reflects the redeployment 
of funds in exploratory ventures. 

Increases in depletion, depreciation, and amortization 
are principally attributable to the higher rates of produc- 
tion in Wyorning, where estimated recoverable reserves 
are small. 

The large charge for dry holes, abandonments, and 
investment write-offs in 1977 related primarily to unsuc- 
cessful exploration programs offshore South Africa 
and Haiti. 

General and administrative expenses increased in fiscal 
1977 over 1976 and in fiscal 1976 over 1975, reflecting 
continued inflation and the costs relating to the expansion 
of the Company. 

The exchange gain in 1977 and the loss in the previous 
year reflect the changes in the exchange rate of United 
States dollars versus Canadian dollars. The Company at 
September 30, 1977 held approximately $26.5 million in 
short-term United States dollar investments. 

The provision for taxes on income in fiscal 1977 is 
higher than normal due to the fact that no tax benefits 
were received or anticipated from losses incurred by 
United States subsidiaries as a result of abandonments. 


Supplementary and Market 
Information 


United Canso Oil & Gas Ltd. is engaged in the exploration 
and development of properties containing or believed to 
contain recoverable petroleum and mineral deposits. At 
present, the properties in which the Company has inter- 
ests are principally undeveloped and are located mainly 
in Canada, the United States, and Australia. Substantially 
all of the property interests are in the form of working 
interests, with some carried interests, interests convertible 
to carried or overriding royalty interests, and net profit 
interests. 

The average net daily production of oil and gas during 
September 1977 from properties in which the Company 
holds working interests totaled 1,466 barrels of oil and 
5,500 thousand cubic feet of gas. The major purchasers of 
this crude oil were Imperial Oil Limited, Shell Canada 
Limited, and Gulf Oil Company Limited in Canada, and 
Black Hills Oil Marketers, Inc. and Phillips Petroleum 
Company in the United States. 


Gas production from the Company’s Saskatchewan 
properties is sold to the Saskatchewan Power Corpora- 
tion. Purchasers of gas produced in Alberta are Pan 
Alberta, Trans-Canada Pipelines, and Canadian-Montana 
Gas Limited. 

United Canso’s outstanding capital stock currently is 
listed under the ticker symbol “UTC” on the Pacific and 
Boston stock exchanges in the United States and the 
Toronto and Montreal stock exchanges in Canada. The 
Company’s capital stock also is traded in the NASDAQ 
over-the-counter market under the symbol ‘““UCANF.”” 


The total sales volume on the Pacific Stock Exchange for 
the years 1976 and 1977 amounted to 529,903 shares and 
1,168,545 shares, respectively, with the quarterly price 
range for such shares as follows (expressed in United 
States dollars) : 


Ist 2nd 3rd Ath 
1976 Quarter Quarter Quarter Quarter 
High 8 5/8 9 8 5/8 7 3/4 
Low 6 5/8 6 7/8 6 5/8 5 3/4 a 
Ist 2nd 3rd 4th ‘ 
1977 Quarter Quarter Quarter Quarter 4 
High 8 1/2 7 7/8 8 3/8 11 3/8 : 


Low 6 7/8 6 5/8 6 7/8 6 3/4 


~~ 


The total sales volume on The Toronto Stock Exchange for 
the years 1976 and 1977 amounted to 2,056,629 shares 
and 2,986,553 shares, respectively, with the quarterly price 
range (expressed in Canadian dollars) for such shares as 
follows: 


1st 2nd 3rd Ath 
1976 Quarter Quarter Quarter Quarter 
High 8.62 8.87 8.37 7.62 
Low 6.75 6275 Op 3V/ 57D 

Ist 2nd 3rd Ath 
1977 Quarter Quarter Quarter Quarter 
High 8.50 812 8.87 12.75 
Low 7.00 6275 8.12 Woovii 


Inquiries or requests for additional information concern- 
ing United Canso Oil & Gas Ltd. should be addressed 

to the Company, c/o The First Jersey National Bank, 

P.O. Box 960, Jersey City, N.J. 07303, or to Box 2544 
M.P.O., Calgary, Alberta, Canada T2P 2M7. (Telephone: a | , 
403/269-3151) V hima rie 
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Winter scene at site of well being drilled by United Canso and partners 
in Alberta’s West Pembina area. 
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